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SOVIET DEFENSE TRENDS

By Richard F. Kaufman*
SUMMARY |

This study is an attempt to explain‘the latest conclusions of
the intelligence community about the trends in Soviet defense
costs and to put them in perspective. The sources relied updn

are indicated at the end of the study.
. \\‘

The Central Intelligence Agency reported in early 1983 that
the trend in Soviet defense costs measured in dollar'equivalents
or rhbles.were different frq% that previously reported.. The.
growth rate of Soviet defé%se costs had substantially slowed
Adbwn. The defense Intelligence Agency agrees Qith the CIA's
dollar cost etimates, but comes to a different conclusion when

using its own ruble cost methodology.

The study shows where the two agencies agree and differ and
goes on to speculate about the possible causes of the slower

growth rate.

* Richard F. Kaufman is Assistant Director of the Joint
Economic Committee. - : '
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The highlights of the study are:

&0

. 1.

The CIA concludes that the costs of Soviet defense
grew at a rate of about 2 percent in real terms
during the five-year period 1976-81, compared to a
growth rate of 4-5 percent during the previous 10

years.

Most of the slowdown took place in procurement, °
which leveled 6ff during the most recent five-year
period. 1In.the past, the rapid growth of
procurement was the driving force behind the growth

of total defense.

The most likely explanation for the slowdown in the
growth rate of defense is that problems in the
economy, such as transportation bottlenecks,
inadequate supplies of steel and enérgy, and
inability to assimilate new technology, had harmful

effects on defense production.

As Soviet GNP and defense, during the past five
years, grew at about the same rate, the CIA
concludes that the share of the.economy devoted to
defense -- fhe military burden -- did not change

during the decade.

while the DIA agrees with the CIA's dollar cost
estimates, its own current ruble price methodoloyy
indicates there was no slowdown in total Soviet

defense spending. The DIA finds that Soviet

-2-
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defense increased by 6-7 perceht in nominal terms

during the 1970's and that defense procurement

HUgrowth slowed somewhat from 9-11 percent in the
first hélf of the decade to 6-9 percent in the

'second half. The DIA also concludes that the

Soviet military burden increased from 13-14 percent

in 1970 to 14-16 percent in 1981.

The DIA's estimates for Soviet defense and GNP have
limited utility for policymakers because they are
not adjusted for inflation, are based on a
definition of Soviet defense that is different from

the definition of U.S. defense, and contain wide

‘margins of error. The DIA considers its

methodology classified, making it difficult for

3

outsiders to evaluate its measures.

-3- _ _
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1. Background

- The Soviet Union does not disclose the details of its defense
budget. Instead, it publishes a single figure in its annual
financial report which purports to be its defense exéenditures.
This figure is known to vastly understate the true size of the
Soviet military program., 1In the absence of complete and reliable
official defense budgetary data, the U.S. intelligence community
estimates Soviet defense costs through a variety of methods. The

most well known are those of the Central Intelligence Agency.

The CIA estimates Soviet defense costs in constant U.S.
dollars and constant rubles through What it calls a direct,
building-block approach. To estimate defense costs in dollars,
information about the rhysical components and activities of the
Soviet defense forces is collected and assigned monetary‘values
in U.S. dollé;s and the figuréélare adjusted for eétimdted»
inflation. The totals derived indicate how much it would cos£ in
dollars at prevailing O.S. prices and wages to produce and man
the Sovist defense program in the United States in a given year.
To estimate what Moscow spends in rubles, the CIA combines what
it knows about actual ruble costs with conversions into rubles of

some of the dollar costs.

More specifically, CIA's dollar cost estimates are developed
through a complex procedurevinvolving the identification and
listing of Soviet forces and their supéort apparatuses, divided
into more than 1,000 components, including individual classes of
surface ships, ground force divisiéns, and air regiments.

Appropriate U.S. prices and wage rates are applied to the

-4-
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detailed estimates of physical resources. The results’ are

aggregated by military mission and resource categbry.

One of the principal uses of the dollar cost estimatés is to
compare Soviet total defense costs with U.S. total defense

spending. The methodology also allows analyses and compérisons

at lower levels of aggregation. For example, the trends-in the

costs of Soviet ground forces or air regiments can be viéwed.
separately from total defense costs. Soviet allocations for
strategic forces or'any other categofy can be compared with
similar U.S. allocations. Allocations for ge&graphical areas,

such as Eufope and the border with China, can be examined.
| _

In addition, the building-block approach is used to estimate
thé ruble costs of Soviet defense. This is done by applying |
ruble prices to the detailed//physical description of Soviet
forces and activities. [/

For the ruble costs, most of the Soviet defense program is
estimated directly in rubles.‘ The rest is estimated in dollars
and converted to rubles with ruble-~dollar ratios. Dollar costs
are estimated directly for the entire Soviet defense program
except research‘a/nd development which is calculated 1n rubles ;ﬁd
converted to dollars. Again, all building-block estimates are:

made in constant prices -- that is, adjusted for inflation.

The dollar and ruble estimates are used differently. As
stéted‘.above,_ the dollar estimates make it possible to compare

U.S. and Soviet defense activities in terms of flows of resources

allocated to defense. The ruble estimates prbvide insights into -

: —5- ‘ ,
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how Soviet leaders view defense and the burden of defense on the

economy.

Supplementary to these direct methods for measuring Soviet
defense, there are various indirect methods. These involve
analyses of official Soviet statistics, without regard to the

physical components of defense forces. They are used primarily

by the Defense Intelligence Agency ‘and are discussed later in

this paper.

2. Recent Trends: Slowdown in the Growth Rates

CIA's estimates are revised annually to incorporate new
inférmation'and refinements in the estimating techniques.
Previous reports showed Soviet defense costs increasing at a rate
that has averaged 3 percent in dollars and 4-5 peréent in rubles
annu;lly since 1960. quever, id_its most recent'repprt, the
agency found that the trend was different from that previously

reported;

According to the CIA, while the dollar costs of Soviet
defense activities grew during the early to’mid—l970's at an
aQerage annual rate of 4 percent, growth continued at a rate of
less than 2 percent iﬁ the five-year period 1977—81. Soviet
épending in‘rubles exhibits a similar pattern. During 1977-81

ruble spending increased by about 2 percent énnually.

With respect to the composition of Soviet defense activities,
the slowdown in the growth rate is due to the leveling off in
investment costs. Military procurement which had been expanding

faster than the rate of total defense scarcely grew in 1977-81.

-6
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It has been known that Soviet defense activities grew at
below avérage rates in 1977-78. The expectation was that growth

would be higher in 1979-81 due to the usual procurement cycle.

. The new estimates7of production, however, were lower than what

had beenvprojected for the period. .  Because of the reduced

production levels, earlier estimates for defense activities in

1980 and 1981 were revised downward, lowering the growth rate for-

the five—Year period.

The figures for weapons production seem to support the
conclusion that there has been littie'grqwth in militéry
procurement costs. A listing of 25 classes of weapons produced
for Soviet forces, excluding transfers to foreign governments,
during 1977-81, shows the level of production declined in 13
classes, ;emained about the same in five classes, and increased

in seven classes. Table 1 shows this breakdown.

72 |
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TADbLL L

MAJOR SOVIET ITEMS OF NEWLY PRODUCED

EQUIPMENT FOR SOVIET FORCES ,
(Soviet Military Production Without Exports)

________ 1977 1978 1979 1980 1981
Ground force materiel:
Tanks 2,200 2,000 2,000 2,500 1,400
Other armored
vehiclesl/ 3,700 4,400 4,500 4,800 4,000
Sp field artillery 900 400 100 50 150
Towed field artillery 1,000 1,100 1,200 1,000 1,400
Multiple rocket ‘ ,
launchers 300 200 200 300 ‘ 400
SP AA artillery 200 200 100 100 200
Infantry weapons : -
(thousands) 2/ 349 450 450 398 400
Missiles:
ICBM's ) 300 - 200. 200 200 200
IRBM's 100 100 100 , 100 100
SRBM's 200 250 300 300 300
SLCM's 600 600 700 700 - 750
SLBM's 500 600 700 ] 700 750
ASM's 1,500 1,500 1,500 1,500 1,500
SAM'Sl/ g/ ' 50,000 50,000 50,000 50,000 53,500
ATGM'Sl/ g/ 35,000 35,000 40,000 50,000 60,000
Aircraft: ,
Bombers : : 30 30 30 30 30
Fighters/fighter '
bombers 750 950 - 700 750 750
Transports 350 325 - 350 3% - 325
Trainers _ 10 5 0 0 0
Helicopters 850 600 600 550 550
Communications/ ’ :
utility ' 100 ~ 100 100 100 25
Naval ships: ,
Submarines 10 12 11 12 9
Major combatants 10 10 9 9 7
Minor combatants o 27 26 27 33 ' 25
Auxiliaries A 4 7 8 3

1/ Includes between 600 and 800 vehicles imported yearly from Eastern
Europe. _ - ,

2/ This represents total estimated Soviet production and it is not known
what percentage was exported to other Warsaw Pact countries, or Third World
countries. It is not believed that more than 2 to 5 percent were exported.

Source: Defense Intelligence Agency

-8-
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In theory, the cost savings froﬁ thé reduced quantities cculd
be more than offset by cost’increaséé due to more advanéed
technology. Doubtlessly, the unit costs of deiet weap§ns are
rising. But the CIA's builaing-biock‘épproach involvesianalyziné'

the costs of each category of militafy equipment, and the

' conclusion that procurement costs grew little during this period

implies that unit cost increases did not:totallyveliminate the
cost effects of reduced procurement. It would be hard to argue
from the defense production data that procurement chts are -

rising rapidly.

3. U.S. and Soviet Defense |Costs in Dollars

Since 1960, U.S. defense ouflays total about $3.5 trillion
compared with estimated dollar costs for Soviet defense
activitiés of about $3.7 trillion. In the same period,.the
dollar cost growth ratelfor Soviet defense averaged about 3.5
percent annually, with no sharp peaks or valleys. U.S. defense
outlays surged upwards in the early 1960's and during the Vietnam
Qar and declined in real téfms in 1962-64 and during the first
half of the 1970's. There was virtually no growth in U.S.

outlays in this'period.

The pattern in the past 10 years was vastly different. 1In

contrast with Soviet defense costs whose growth rate was slower

in the later than in the earlier part of the decade, U.S. outlays

declined in 1972-75 but have since grown at an'increasing-rate.

The contrast is most striking in the area of procurement.

U,S. defense procurement outlays declined in 1972-76; Soviet

: : . 9o | :
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investment costs rose. But while Soviet procurement leveled off

in the 1976-81 period, U.S. outlays averaged 7 percent growth.

Measured in dollars, Soviet defeénse activities were about 20
percent greater than U.S. outlays in 1972, were 55 percent

greater in 1976, and in 1981 were 45 percent greater.

4, Limitations of the Estimates

Dollar cost estimates do not measure actual Soviet defense
spending or manufacturing efficiences in military industries.
Obviously, the Soviets spend rubles, not dollars. Nor do the
dollar estimatés indicate how the Soviets perceive defense
spending. To assess the effects of defense spending on the

economy, it is necessary to estimate Soviet spending in rubles.

Dollar cost estimates of Soviet defense activities contain an

‘upward bias. They tend to exaggerate somewhat the true size of

the Soviet defense effort relative to the United States. This
distortion, called the index number problem, is inherent in éll
international comparisons of econoﬁic activities when
measurements are made in only one country's currency. A similar
distortion would occur if a Soviet analyst estimated U.S. defense
costs in rubles.and compared them with Soviet ruble outlays.

Such an estimate would exaggerate U.S. defense costs relative to
the Soviet Union. To offset the distortion, complementary

estimates can be made, measuring costs in the currencies of both

countries.

The CIA attempts to make complementary comparisons by
estimating U.S. defense costs in rubles and comparing them with

i
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Soviet ruble outlays. As mentioned above, when méasured in
dollars, Soviet defehse costs in 1981 were 45 pércent greater
than U.S; outiays; when measured in rubles, Soviet costs were

- only 25 percent §reater than U.S. defense costs in rubleé. The
‘true ratio of Soviet to U.S. spending is somewhere between 25 and

45 percent, assuming the estimates are correct to begin with.

The CIA believes its dollar costs and rublé estimates of
Soviet defense éontain a margin of error of plus or minusvlo
percent for any year in the past décade. But it.has far less
confidence in the estimates of U.S. defense costs in rubles.. One
reason is that, while estimafes of what it would cost in dollars
to produce Soviet equipment can be obtained from U.S. defenée
firms, the CIA cannot get estimates from Soviet defense firms of
what it wéuld cost in rubles to produce U.S. equipment. The |
agency's ruble estimates (for the United States).afe aléo far
less éetailed than its_Soviet dollar estimates. Thus there may

. be a greater margin of error in the ruble comparisons.

The CIA's estimates have béen criticized by some analysts for
overstating’the'éize of Soviet defense and by others for
understating itf, A few of the critcisﬁs may bé“mentionéd. Those
who believe the dollar cost estimates exaggerate Soviet costs
point‘to the CIA's failure to fully offset the iddex number
problem by not making egqually detailed ruble estimates of U.S.
defenée. It is also argued théﬁ valuing Soviet éersonnel costs
at preVailing U.S. wage rates'magnifiés their relative costs.
For example, if only U.S. militarybpersonnel pay increases thé
relative size of total Soviet defense costs also increases in-
~dollar terms because the Sbviét Union has more military personnel.

-11- ,
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than the United States. Usually, however, both personnel and

equipment costs rise annually.

Those who believe the costs of Soviet defense activities are
being understated argue that the CIA undercounts Soviet weapons
and that the CIA's approach does not fully adjust for advances in

technology. But these arguments have not been substantiated.

An important limitation in the use of the estimates is that
defensé costs cannot be equated with capabilities; comparisons of
military costs or spending are not necessarily indicative of
relative military(capabilitieé.* The fact that one country spends
more or less than another does not mean it is stronger or weaker.
In the jargon of economists, cost valuations measure the
resources or inputs that are allocated for military forces, and
not the effectiveness or output of those forces. The CIA
regularly qualifies its findings by setting forth this limitation

in its reports and testimony to Congress.

For purposes of military analysis it is sometimes useful to
think in terms of flows and stocks. Flows of resources are

produced by spending and they influence the stocks or inventorieé

of equipment and other assets. Spending increases usually add to

stocks, but not always. Also, the quality and usefulness of the
stocks are effected by many factors other than how much is spent
for them. It would be incorrect to conclude that military

capabilities are automatically increased whenever the rate of

- spending is increased, or that capabilities are automatically

reduced whenever the rate of spending is reduced or slowed down.

-12-
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The flow of tesources is an importént'but not the only factor to

consider.

5. The DIA's Ruble Estimates»

The DIA employs the direct ddiiar cost approach but also uses .
indireét méthods to‘estimate rubié_coéts.. The CIA uses indirect_'
methods only as a rough check on its bﬁilding-block fuble.
estimates, not as: a primary estimating technique{ The'DIA has

greater confidence in the indirect methods.

The indirect methods are based in part on official Soviet
statistics. In one approach, the DIA estimates Sovieﬁ défense
spending in current rubles -- that is, unadjusted for inflation
--— as a way to duplicate thg kind of informatioh it believes
Soviet decision-makers coqéider. Based on the hypothesis that
defense has absorbed agébnstant share of the state budget since
1970, the DIA concludes that Soviet military'spending in current
rubles rose from 1970 to 1981 at a "nominal" rate -- again,
unadjusted for inflation -- of 6 to 7 percent annually, and that
Soviet GNP grew by 5 percent in nomjnal terms during this periodf
The DiA believes the rate of growth 6f procurement has slowed
somewhat, from 9-11 percent in 1970 to 1975 to about 6-9 percent

in 1975 to 1980.

vLittle has been disclosed about the'DIA's methodology, which

remains classified, so it is-difficult to evaluate the results as
- to margin of error or level of confidence. The key assumption is
"that the defense portion of the Soviet state budget has remained

' constant. Thé agency states that its current ruble expenditure

' -13- .
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estimate is based on several statements made by knowledgeable

source§ concerning the level of Soviet defense spending during
the 1960's and 1970's. According to those sources, thé'sﬁare of
the state budget devoted to defense was 31-34 percent, DIA
believes about the same share was taken by defense in the later
years as in the early 1970's. The agency asserts that analysis
of Soviet statistical data shows no civilian compoﬁent that could

account for the rapid growth of the budget during the decade.

~

To test this hypothesis, one would need to know how the state
budget is defined, the precise portion spent,for defense, and
whether the defense portion corresponds with the U.S. definition
of defense. The DIA states that it uses the Soviet concept of
defense, which it concedes is'probably broader than the U.S.
concept and may include activities such as the civilian space
program, military construcﬁion troops, and the internal éecurity

forces of the KGB and MVD.

If the Soviet state budget, as viewed by Soviet decision-
makers, was changed in scope during the decade; adjustments would
have to be made to any ratio based on the assumption that the
defense share was constant. Similarly, if Soviet defense
activities not included in the U.S. concept of defense were
expanding at a more rapid rate than other activities, the results

of the DIA's measure could be misleading.

The fact that DIA's current ruble estimates are not adjusted
for inflation means it is not possible to know whether real
outlays are rising or falling. A rate of 7 percent nominal

growth could be 2 percent or 4 percent, or any other rate,

-14-~
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depending upon inflation. If inflation was faster in defense
than in the rest of the economy, the real growth of defense could

have been the same or slower than the growth of GNP,

The. DIA believes inflation averaged about 2-3 percent in the
USSR during the 1970's. It acknowledges the possibility that
inflation was higher in the defense sector than the rest of the

economy.

The agency also;allows that the current ruble methodology
cannot accuratély measure annual changes in total Soviei military
spending, due to its inherent range of error. The methodology,
DIA believes, is most usefui—iﬁ»éﬁélysis of long-range periodﬁ or

in analysis of a single year.

Another indirect method attempts to measure military

procurement through analysis of Soviet statistics for the

‘-machinery and metalworking industry. Most defense production

takes place in this industry and some officials believe it is

- possible to detect the trend by separating nondefense production

from the published totals. What remains, the residual, is
assﬁmed to be military hardware. One DIA spokesman has assigned
a margin-of error to this method's absolute measure of Soviet |
m;litary procurement of plus or minus one-third. While the level
of confidence in the estimate of the absolute level of ﬁilitary
procurement is low, intelligence analysts plaée a much higher>
level of confidence in the residual methodology's estimate of

Soviet military procurement trends.

iFinally, the indirect methodologies which rely on Soviet .

statistics, lack the kind of detail and the weapon-by-weapon cost

-15- _ :
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approach, only the level of total ruble spending or total

procurement is derived, and these figures cannot be broken down

0

by military mission, resource category, or geographical area.
For example, cost estimates for the weapons listed in Table 1

cannot be made with the indirect approach.

6. CIA and DIA Agreement and Differences

Tﬁe CIA and DIA develop tﬁeir own estimates of Soviet defense
production independently of one another. When they apply CIA's
dollar cost methodology to their production estimates, the same
trends emerge. In other words, the two agencies are in general
agreement about the dollar costs of Soviet defense derived

through the building-block methodology.

They disagree over the relative merits of the CIA's constaﬁt
dollaf éost estimates and the DIA's curfent ruble estimates. The
CIA prefers its own constant price dollar and ruble estimates
because they are based on the hard evidence of the physical
components and activities of the Soviet defensé»program. The DIA
prefers its own current price ruble estimates because they |
provide insiéhts into how the Soviets themselves look at defense

cost trends.

From ﬁhe CIA's perspective, correct current ruble estimates
would be the best evidence of Soviet defénse costs, but it is not
possible to obtain current ruble estimates in which one can have
high confidence. The Séviets go to gfeat lengths to conceal what

they spend for defense and the CIA doubts that defense spending

~-16-—~
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can be derived through manipulation of official Soviet<

statistics.

Both agencies are aware that the dollar cost estimates do not

reflect Soviet perceptions of their defense activities. The DIA.

apparently believes the advantages of using its current ruble

estimates outweigh whatever uncertainty surrounds them.

The two agencies conclude that the annual grdwth'of'Soviet

defense costs, méasured in constant dollars, slowed to about 2:3

percent in the latter part of the 1970's. This-fate of growth:

was about the same as the expansion of the economy in that

period, when inflation is Faken into account.

direct constant ruble cost approach, the share

allocated to defense -- the military burden --

during the decade. The CBK estimates that the

13-14 percent of GNP, Pés been unchanged since

Under the CIA's
of Soviet GNP‘

did'notvincrease
military burden,

1970.

The DIA's current ruble estimates present a different

picture. It estimates that ruble spending rose at a nominal rate

of 6 to 7 percent annually from 1970 to 1981, and that the Soviet

GNP increased during the same period at a nominal rate of about 5

percent annually. Under this approach, the military burden

increased during the decade. The DIA estimates that the military

burden rose from 13-14 percent in 1970 to 14-;6 percent in 1981.

The different concl@sions about Soviet defense trends derived

.reconciled. If the CIA is correct, the growth

-17-
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“through the building—blddk and indirect methodélogies~cannot be

rate of Soviet

total defense and procuremént slowed significantly and the

military burden has not increased. If the DIA is corréct, the
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procurehent slowed somewhat, and the military burden has

increased.

7. Possible Causes of the Slowdown in the Growth Rate

It has been noted that the leveling off in defense
procurement costs accounts for the slowdown in the growth rate of
Soviet total defense. What accounts for the leveling off in
procuremént? One can only speculate, keeping in mind the
limitations in the methodologies for estimating defense costs and
the problem of correctly assessing what is going on in the rest
of the Soviet economy. Soviet leaders may or may not have
decreed that the growth rate of total defense spending or defense
procurement should be trimmed beginning in 1977, or that
resources are being transferred from the defense sector to other
sectors of the economy. Barring new rerelations that would
indicate explicit policy decisions, the question is, what factors
might have brought about or contributed to the slower growth

rate?

One possibility is that economic constraints have influenced
allocations for defense. Some of the same factors that cadsed
the slowdown in the Soviet economy may have held down defense
growth. A comparison of Soviet GNP, defense, and military
procurement growth rates in the first and second halves of the
1972-81 period suggests a positive correlation, Table 2 compares

Soviet GNP and defense growth rates,

-18-~
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TABLE 2
SOVIET GNP AND DEFENSE GROWTH RATES, IN REAL TERMS
1975-1981

(PERCENT CHANGES)

1966-1976 1976-1981

GNP Growth | ' 3.9 : 2.2
Total Defense Activities: 4,5% - 2.0%
* Approximate estimate.
-19-
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Botn Soviet GNP ahu veLense GLOUWLI avelayeu neariy 4 percent

annually in the first part of the period, 1972-1976. In the

second half of the period, 1977-1981, GNP growth fell to 2.2

percent and defense growth averaged about 2 percent. The effects
of procurement growth on the total defense growth rate can be
seen in the fact that in the.past the high growth rate of
procurement has been the driving force behind the growth of total

defense.

The pefiod of the slowdown in defense procurement growth also
coincides with the slowdown of total Soviet industrial production
and of the machinery and métalworking industry. Again, we do not
know whether Soviet officials made a decision to slow the rate of
growth iﬁ this industry, although Soviet planners reduced the
objectives for the growth of total industrial production. The
»fact that investment in machinery and metalworking increased in
absolute terms and as a share of total industrial investment in
1976-1980, compared with 1971-1975 suggests there was no decision

to reduce the growth of the machinery industry. Employment in
this industry also grew faster than in most other industrial

sectors.

Nevertheless, growth of machinéry and metalworking output
feil in the latter hé;f of the 1970's, from a rate of 7.9 percent
in 1971-1975 to 5.4 percent in 1976-1980, and the growth of
‘productivity in this industry also declined. Among thé féctors
that infiﬁenced this fall off were the failure of the steel

industry to supply the kinds and qualities of steel needed by the

machinery industries, inadequate supplies of electric power, oil, %
and gas, and bottlenecks in rail tranéportation which held up w
-20-
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CEN supplies of raw materials and deli?eries~of final products among

machinery producers.

A related problem tnat:may‘have slowed defense production
concerns the 1nab111ty of Soviet defense firms to adopt new
mllltary technology. Soviet llterature is filled with cr1t1c1sm_:
of the inattention to research and obsolescence of equlpment in
industrial production. Much of the criticism has been
concentrated on the machinery industry because of the def1c1ency

-_of Soviet machine tools, the 1nfer10r1ty of Soviet-made

programmed control devices, the underutilization of advanced

equipment due partly to thellack of skilled.workers, and the
inadequate servicing of new[equipment. According to a Soviet
estimate, during 1976-1979, no more than 1l percent of the Soviet
machinery industry's producﬁion equipment was modernized. In
addition, the Soviets haye experienced difficulties in absorbing
-the transfer of Wester; technology. It is likely that these
problems contributed in some measure to a sloﬁdown in production

rates for military equipment.

There are other possible e#planations of the growth slowdown.
One concerns Soviet trade with the West and the effects of u.s. |
export restrictions. But as overall Soviet trade with the West
rose in-the late 1970's, the possibiiity that trade acted as a
constraint on industrial ptoduction can ‘be ruled out. In the
second half of the decade all categorles of 1mports increased

w1th manufactured goods taklng the lion's share.

Soviet imports of equipment and technology may not have had

their intended effect in furthering modernization and érthh.

' -21- .
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The '‘growth ot Western 1mportsS averagea 1/ percent annuaily auring

1976—1580, a rate that was slower than the increase in the
previous five years in part because-of the inability to absorb
Western technology into the industrial sector., U.S. exports to
the Soviet Union declined after 1976 but.most of those exports
were grain and other nonmanufactured goods. - The U.S. share of
manufacturedvimports from the industralized West reached a peak
of only 7.7 percent in 1976; its share of high technology imports
was 12.4 percent in that year. By 1980, Soviet imports from the
industrialized West had climbed to $19.8 billion, up from $l2.9
billion in 1976. Of the 1980 amount $3.9 billion was foodstuffs
(about 25 percent of which came from the U.S.). U.S. exports of
manufactured goods and advanced technology have not been large
‘enough to have influenced Soviet industrial production one wéy or

the other.

The Soviet. Union stepped up its exports of military equipment
in the late 1970's and has become the world's largest arms
. exporter. During 1977-81,‘it delivered $35 billion worth of
military equipmeqt to foreign governments, It can be argued that
theée transfers could have been.reduced in order to build up
Soviet stocks and to that extent were at 1eést an implicit

diversion of resources from the Soviet military.

The possibility that the 1977-1981 period was part of a
lengthened procurement cycle seems unlikely but cannot be ruled
out. Soviet defense growth iates have fluctuated in the past as
Aproduction of new generations of weapons were phased in.

Typically, the slower part of the cycle lasted 2-3 years and were

-22-
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offset by several years of above average grdwth. A five-year

period of below average growth is atYpical.

The DIA believes that required growth in the nondefense
sectors of the economy could mean slightly smaller increases in
defense, in order for defenSe’growth to continue to increase in
the lohg teerm. This conclusion suggests that the slowdown in
the defense growth rate may continue for the nekt several years.

‘ObviQUSly, a decision by the new leadership under Andropov to
acelerate procurement could reverse the trend if such a decision

was implemented.

Whether arms control constraints contributed to the slowdown

is beyond the scope of this paper.

‘8. Conclusions :

'

It -is perhaps inevitable but‘unfortunate that consumers of
‘Soviet defense cost estimates frequently misuse them. 'bne
problem is tbe tendency of equatihg the cost estimatesvwith'
capabilities; misreading Soviet size for strength. Such
reaéoning confuses resource allocations with military power and
has led some‘éersons to unfairiy criticize the estiﬁateS'becaUSe
théy do not coincide with preconceptions about relative American
énd Soviet Strength. Persons of all persuasibns tend‘to misuse
thé estimafes, those who believe the intelligénce,community
understates Soviet defense and those who.believe it'overstates

it, as well as those who accept the estimates at face value.

'The tendency of taking the estimates too literally is the

most pervasive problem. In view of the margins of error, the low
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levels of confidence in some of the techniques, and the annual

revisidns, the estimates should be considered as ranges rather
thah data points. The trends over time are more importanﬁ than
the year-to-year changes. The CIA rates the margin of error in
the dollar cost estimates as’plus or mipus 10 percent, and says
it»has far less confidence in portions of the dollar estimates,
such as R&D, and in its estimates of the ruble costs of U.S.
defense. A DIA spokesman estimated that the margin of error in
the indirect method for measuring Soviet military procurement was

plus or minus one-third.

It is inappropriate to read the estimates with the certainty
that Can'be attached.to the U.S. budget document. In general,
far too much military and polifical-importance hés been given to
the estimates of Soviet defense costs. Their_pfihcipal value is
economic, not military. They measure stocks and flows of
resources rather than capabilities and effectiyeness. ‘They can
be useful for éssessing trends, understanding the interaction of
the defense sector with thé rest of the economy, and makiné rough

comparisons of the sizes of Soviet and American forces.
;Estimates of what the Soviets actually spend in rubles will
always be suspect‘so long as Moscow maintains its policy of

secrecy.

Haviﬁg said this, it must be noted fhat the intelligence
estimates themselves are adding confusion to an already complex
subject. The differences between the dollar cost and ruble
estimates are hard to follow and few in Congress understand the

different uses of the different types of estimates. It is not

possible for an outsider to resolve the questions raised by CIA's

-24~
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constant dollar and constant ruble costs and DIA's current ruble

estimates, or to reconcile the dissimilar results.

As DIA is in some sensezshallengingithe significance of the

dollar cost estimates, it would be. useful for that agency to

-subject its methodology to out51de ‘review so that it may be

evaluated. An exhaustive review of the CIA's methodology was
recently conducted by an outside panel. Untll more is known

about DIA' S methods for est1mat1ng SOVlet defense spendlng in

'current rubles, members of Congress will be unable to judge the

relative merits of the current ruble and constant dollar
estimates. Such a review should also evaluate the relative

merits of the different methodologies.

~

The latest CIA estimates are significant because they
/

/

demonstrate a change in tl;xe trend of Soviet defense growth over a

_five-year period. The ﬁeriod is longer than previous cyclical

fluctuations and could represent a medium or longer term

phenomenom.

The importance of the trend should ndt be exeggerated. The
Soviets have very large stocks of weepons and SUpplies and these’
inventories will continue to grow. The fact that costs are
growing at a 2 percent annual rate raéher than a 3-4 percent.
annual rate should be kept in'perspective. The burden of defense
on the Sov1et economy wlll remain hlgh in the id percentArange,
although it may not 1ncrease if soviet defense growth and GNP
growth proceed at about the same rate. If Sov1et GNP growth
rlses to 3 percent whlle defense growth remains at 2 percent, the

defense burden could decline slightly.
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A 2 percent growth rate means that Soviet defense activities

are confinuing to expand, although’at a slower pace.

Nonetheless, the slowdown in the growth rate has profound-
implications for our understanding of the Soviet economy and
Soviet policy. For example, assumptions ébout trade-offs between
defense, civilian investment, and consumption should be

reexamined in light of the new evidence.

The reasons for the slowdown in the growth rate cannot be
known with certainty. The Soviet leadership may not have planned
the reduced rate, any more than they planned the slowdown in
economié growth., It is likely -- but cannot be proved -- that
the defense slowdown is the result of economic constraints. The

same factors that led to the slowdown in industrial production

probably contributed to the slowdown .in defense production.

These factors include inadequate deliveries of raw materials and

 supplies, transportation bottlenecks, energy constraints,

shortages of skilled manpower, obsolete equipment, and problems

in the production of advanced technology.

.Thé amount of’resources provided to the machinery industry in
the form of investment and manpower indicates that defense still
enjoys a very high priority. But the fact that the growth rate
of'defense production wés allowed to decline suggests thaﬁ the
defense sector is not as_insulatéd from the rest of the economy.
as has been believedbby Western analysts. Soviet leaders may
have been unwilling or felt Qnable to take drastic steps to
brevent‘the slowdown. They apparenfly did not act to maintain

the faster rates of military procurement at the expense of other

sectors of the economy.. Whether the leadership made an explicit

-26-
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decision to stretch out military procurements cannot be known.

Whether:the present trend will continue into the 1980's remains

to be seen.

(D7
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Note About Sources

Much of this paper is based upon recent testimony before the

Joint Economic Committee by spokesmen for the Central

Intelligence Agency and Defense Intelligence Agency, Allocation

of Resources” in the Soviet Union and China - 1982, Part 8 (1983);

the testimony before the Joint Economic Committee by Major

General'Schuyler Bissell, Deputy Director, DIA, Allocation of

Resources in the Soviet Union and China - 1983 (June 28, 1983);

and Soviet Military Economic Relations (1982), proceedings of a

workshop, Joint Economic Committee. Three classified studies

were reviewed:

prepared by the Office of

Soviet Analysis of the CIA; USSR: Military Expenditures

(February 1983), prepared by the Defense Intelligence Agency; and

The Defense Intelligence Agency and Central Intelligence-Agency

Ruble Estimates of Soviet Defense Expenditures (July 1983),

prepared by thekDefense Intelligence Agency. Soviet and u.s.

Defense Activities, 1971-80: A Dollar Cost Comparison (1981) is

an earlier unclassified study prepared by the National Foreign

Assessment Center of the CIA.

For information about the Soviet GNP and industrial

production performance see

a study prepared for the Joint

Economic Committee by the Directorate of Intelligence, CIA.

Discussions by Soviet experts of problems in the Soviet machine-
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T tool "industry may be found in S. A.?Kheinman, "The Maéhinefy
t ‘Industry's Production‘Apparatus and the Machine Tool Industry,"

and A. G. Aganbegyan and’others, "Around the Machine Toal," both

translated into English in The Current”Digest of the Soviet
Press, Volume XXXIV, No. 18, June 2,: 1983, pp. 5-9. For Soviet
‘trade with the United States and(WeSt see Hedija H. Kravalis;

"U.S.S.R.: An Assessment of U.S.'and Western Trade Potential

with the Soviet Union through 1985," in East-West Trade: The

Prospects to 1985 (1982), a study prepared for the Joint Economic

Committee.
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